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Highlights
* (Canada’s provincial economies are coming off a good year, led by the Big Four. But, we believe that a significant

and broad-based slowdown in growth is in store across the country.

* The source of the slowdown is largely structural in nature, as most provinces have little spare capacity. Other
growth-dampening factors include growing U.S. protectionism, eroding competitiveness given U.S. tax cuts and
softer housing markets in the face of new B20 measures and higher interest rates.

* Onthe flipside, continued job growth and rising wages in most provinces should underpin a decent pace of house-
hold spending. Meanwhile, capital spending budgets continue to be loosened, supporting investment.

* Resiliency in domestic spending and firmer U.S. growth should keep provincial economies in good stead.

Canada’s provincial economies are coming off a good year led by the Big Four. Alberta was a standout performer with
the 4%+ growth goosed up by a wildfire-related rebound in oil production, while Quebec and B.C. saw broad-based
growth above 3%. Ontario rounded out the quartet with near 3% growth, weighed down by a cool-off in housing.
Hiring engines revved up for the most part, pushing unemployment rates down to multi-decade lows in most regions.

Looking ahead, we believe that a significant and broad-based PROVINCIAL REAL ?2%|:;);ROWTH FORECAST

slowdown in growth is in store across the country. The source
of the slowdown is structural in nature. Beyond a few notable
exceptions, such as Alberta and N&L, provincial economies
have little spare capacity. This leaves them with limited room to
grow — barring an unanticipated productivity surge.

Three other growth-dampening factors have been topping
the media headlines in recent months. The first is growing
U.S. protectionism. NAFTA talks remain mired in uncertainty,

and the administration appears vehemently set on thickening w2z B
America’s borders. Recent protectionist actions undertaken by |~ <ia
the U.S. administration place factory-heavy Ontario, Quebec

and New Brunswick most clearly in the cross hairs. However,

Real GDP Growth (2018)

Source: TD Economics. Forecast as of March 2018.
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CHART 1: QUEBEC AND ONTARIO MOST
EXPOSED TO STEEL & ALUMINUM EXPORTS
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exposed provincial economies will be at least partially
cushioned by improved U.S. near-term growth prospects
and a weaker Canadian dollar. Our forecasts do not
build in any further escalation in U.S. tariffs and/or retal-
iatory action by Canada, leaving this as a key downside
risk — particularly given that steel and aluminum tariffs
could be applied to Canada should NAFTA negotiations
fall through. This would hit Ontario and Quebec hardest.

Second, recent U.S. tax cuts and deregulation have
eroded competitiveness and raised angst of Canadian
businesses. The Atlantic Provinces have the highest cor-
porate tax burdens. In a recent report, we argue that the
vulnerability from changes in relative tax positions tends
to be felt more over the longer run through a bleed in
capital spending.

Third, housing across most major markets is almost
certain to experience some negative impact from the
recently-implemented B-20 guidelines coupled with
gradual increases in interest rates. Regions most sensi-
tive to these changes are the pricier markets in Ontario
and B.C., with the latter market facing an additional near-
term adjustment to housing-related policies introduced
in B.C's 2018 budget.

Domestic resiliency to stand economies in
good stead

Despite these headwinds, it is important not to lose sight
of other forces that will continue to work in the opposite
direction, supporting provincial growth to keep it on a

CHART 2: WAGE GROWTH BY PROVINCES
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moderate track. Notably, continued job growth and ris-
ing wages in most provinces should underpin a decent
pace of household spending. Solid household income
fundamentals are also likely to limit the scope of the ex-
pected adjustment in Ontario and B.C. housing market
activity this year.

On the business side, capital budgets are expected to
be loosened. The story is not universally bright. Case
in point, Alberta’s oil patch appears to be experiencing
another investment setback this year, reflecting a grow-
ing supply glut and widening price differential relative
to key U.S. and global benchmarks. However, invest-
ment across most provinces, notably Ontario and Que-
bec, appears primed for significant expansion in 2018,
led by government infrastructure spending and private
outlays on machinery and equipment (M&E). Impetus
for increased M&E investment typically occurs later in
a cycle when labour becomes scarce and rising wage
costs make investment in technology more attractive.
On the government side, a number of provinces (Ontar-
io, Quebec) face re-election during the forecast period,
likely setting the stage for some fiscal pump priming.

Bottom line

There is no shortage of growth headwinds facing pro-
vincial economies over the next few years. However,
ongoing resiliency in domestic spending and firmer U.S.
growth should provide enough support to keep them in
good stead.
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BRITISH COLUMBIA

B.Cs economy remained on fire in 2017, with growth
likely surpassing the 3% mark for a fourth straight year.
Although growth in the labour force benefitted from
strong inflows of migrants, job market conditions contin-
ued to tighten, as evidenced by a pickup in wage gains
as the year came to a close. In turn, rising household
incomes, combined with wealth effects from past home
price gains, underpinned consumer spending.

Strength in the province remained broad based, as man-
ufacturing, wholesale trade and exports have also ad-
vanced at a solid clip. Despite the tariffs implemented
on softwood lumber — which Canada is in the midst of
disputing — B.C's lumber industry was supported by ro-
bust U.S. demand and lumber prices which shot up to
record levels.

Much of this momentum is expected to carry into 2018,
although construction is likely to provide some offset. In-
deed, construction has been the weak spot over the past
year, with non-residential building construction contract-
ing and housing starts cooling off following a surge in
activity in 2016. Going forward, more of the same is likely
in store, as capital spending intentions point to a modest
drop in non-residential construction and more outsized
double digit declines are expected in homebuilding ac-
tivity as it returns to a more sustainable level.

The province’s resale housing market will remain in the
spotlight, especially in light of the Homes for B.C. plan
that was announced in the 2018 Budget. The plan in-
cludes a number of new or higher taxes on foreign buy-
ers, speculators and homes valued at over $3 million.
Our analysis suggests that the new regulations will weigh
on sales and prices in the near term, with peak-to-trough
declines of 5-10% for resales and 5% for prices. The
impact on housing activity will be more muted than in
2016 since the market is now in a more balanced posi-
tion and the marginal increase in the tax is smaller. Given
that these new regulations come alongside rising interest
rates and updated B20 rules — both of which are likely to
weigh on housing market activity — there is considerable
uncertainty surrounding the outlook for housing in the
province.

BRITISH COLUMBIA ECONOMIC FORECASTS
[ Annual average % change, unless otherwise noted ]
2017* 2018 2019
Real GDP 33 24 19
Nominal GDP 5.5 4.0 3.8
Employment 37 0.9 0.5
Unemployment Rate (%) 51 4.8 4.9
Consumer Price Index 21 21 2.0
Retail Sales 9.6 5.0 3.5
Housing Starts (000's) 436 343 30.0
Existing Home Prices 34 -1.0 17
Home Sales -7.5 -16.9 -4.5
* 2017 numbers are actual, except for real and nominal GDP
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics
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CHART 2: PRICES TO DIP DUE TO REGULATION
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ALBERTA

Alberta jumped to the top of the leaderboard last year,
with economic growth estimated at more than 4% follow-
ing significant contractions in the prior two years. Much

ALBERTA ECONOMIC FORECASTS

[ Annual average % change, unless otherwise noted ]

of the gains stemmed from a bounce back in the oil sec- UL/ 200G 200
tor, with output up by 10% last year. But, strength was Real GDP 43 24 20

seen elsewhere as well. Manufacturing and export activ- Nominal GDP 76 44 4.9

ity shot up, with several industries recording double digit Employlment . L0 16 10

gains. Meanwhile, new home construction rebounded Unemployment Rate O¢) | 7.8 68 67

o . Consumer Price Index 15 20 21
19%, although momentum slowed early this year. ,
Retail Sales 7.5 45 4.0

Looking ahead, this stellar pace of growth is unlikely to Housing Starts (000's) 294 27.2 291
be repeated, as the impact of the base year effects from Existing Home Prices 0.2 -0.2 13

the wildfires fade. As such, economic growth in Alberta Home Sales 4.3 0.7 34

* 2017 numbers are actual, except for real and nominal GDP

is expected to slow to a still solid 2% over the 2018-19 o )
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

horizon — bringing the level of activity back to where it
was prior to the oil price collapse. Manufacturing and
continued gains in oil production alongside the increase
in new capacity as projects ramp up should still remain
supportive of overall growth, leading to an uptick in em-
ployment, and a gradual decline in the unemployment
rate.

CHART 1: WIDESPREAD STRENGTH IN ALBERTA

5 Year/Year % Change (2017)

However, capital spending intentions suggest that non-

residential investment is poised to suffer another setback 10

on the heels of last year's nascent recovery. Notable de- s . l
clines are anticipated in utilities, transportation and ware-

housing and educational services; but the energy sector 0

. . . Manufacturing Retail Sales Home Starts Qil Production
will also continue to be a key source of weakness. Since Sales
the ta|| end of |a5t year r|g counts in the prOVince have Source: Statistics Canada, Canada Mortgage and Housing Corporation, TD Economics
been falling relative to year-ago levels, likely driven in
part by uncertainty surrounding export pipeline capacity.
Moreover, the increase in the WTI-WCS price differential CHART 2: HEAVY CRUDE PRICE DIFFERENTIAL
has limited any benefit for heavy oil producers from the
recent ascent in global oil prices. Going forward, Alberta 35 | WTHWCS Spread, Sibarrel

oil producers should begin to collect higher prices as
the WTI benchmark likely remains anchored around cur-
rent levels and the heavy oil price discount narrows from
recent unsustainable levels. Still, until pipeline capacity

30
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constraints are addressed, an influx of investment in the 15
sector beyond current commitments is unlikely. 10
5
0
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Source: Bloomberg, TD Economics
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SASKATCHEWAN

Following two years in the red, Saskatchewan's econo-
my began to recover last year, with economic growth A GallEa 2N IBERIEIE FORECASTS
estimated to have come in at just under 2%. While a [EnieeveraglehangeNtntcolo thewiplnorod]
number of challenges remain, we expect the economy to 20177 2018 2019
remain on a similar moderate growth track in 2018 and Real .GDP 18 L6 L7
2019, fueled in part by ongoing expansion in export-ori- Nominal GDP >3 36 48
ented industries. Manufacturing exports picked up some Employment 01 0.1 0.5
steam last year, led by gains in the machinery, wood Unemployment Rate (%) 6.3 >/ >6
product and non-metallic mineral product industries. A Consumer Price Index 17 24 20
new agri-food facility opened in Saskatoon in January, Retail Sales 4.0 3.2 4.0
which should give food (and overall) manufacturing sales Housing Starts (000's) 4.9 4.3 4.6
and exports a boost going forward. Existing Home Prices -2.1 -1.2 28

Home Sales -2.5 4.1 5.9
Worldwide demand for gra]ng, pulseg and oilseeds has * 2017 numbers are actual, except for real and nominal GDP
grown strongly, supporting Saskatchewan’s agriculture Source: Statistics Canada, CMHC, CREA, forecast by TD Economics
sector. Agriculture has been a bright spot for the prov-
ince, and this trend should continue so long as Mother
Nature co-operates. CHART 1: SASKATCHEWAN MANUFACTURING
Oil production in the province rose by an estimated 6% g0 Manufacturing Sales, Year/Year % Change (2017)

last year and rising rig counts point to further output in-
creases in 2018. While not all producers in the province

are benefiting from the rise in global oil prices over the B

past year given the widening in the differential for heavy 15

crude, the increase in rig activity and output is expected

to remain a contributor to overall economic growth this "

year. 5
0

On the flip side, construction has represented a net hit Total Wood Machinery Non-Metallic
to real GDP as a 3.5% increase in new home starts last Soure: Sttsics Canada T0 Econamice Mineral*
year was not enough to offset the 15% drop in non-resi-

dential construction activity. Going forward, the outlook
for construction remains soft, as homebuilding activity is
expected to slump 14% this year in light of an over sup-
plied market. However, resale activity is expected to turn go g Counts, Unit
positive this year following three years of declines, but 70
will remain below pre-recession levels. 60

25

CHART 2: SASKATCHEWAN RIG COUNTS

Meanwhile, sluggish employment and wage growth has
led to a lackluster pace of consumer spending. Retail
sales grew by 4% last year — among the weakest per-

formance across provinces, and well below the national 20
average of 7%. Going forward, household finances will 10
. . o o
continue to be constrained by rising interest rates and a 0 7 por17 7 s a1

3.5% increase in electricity rates, which marks the third
increase in two years, and a total hike of 12%.

Source: Baker Hughes, TD Economics
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MANITOBA

2017 was a good year for Manitoba’s economy, thanks MANITOBA ECONOMIC FORECASTS
in part to expanding manufacturing activity as the sector . i
benefited from robust U.S. demand and a recovery in its [Annual average % Changzeé):;less Otzgrlvélse no;e(;jl]g
oil-producing neighbours to the west. Builders were also

. o Real GDP 24 1.7 14
extremely busy, ramping up starts over 40% last year. ,

. . . Nominal GDP 4.1 3.8 34

Not to be outdone, non-residential spending was also

. Employment 1.6 0.5 0.2
an important source of support to growth. All told, we Unemployment Rate (%) 54 55 54
look for GDP growth to have clocked in at 2.4% in 2017, a AL . - - -

K ik : st ab h Consumer Price Index 16 23 21
vvfotrhman t|]C.e performance just above the average pace Retail Sales 36 30 30
Ortne past five years. Housing Starts (000's) 7.8 59 5.8
Peering ahead, there is a laundry list of factors that will Existing Home Prices 34 2.7 41
conspire to slow growth in 2018-19. First, the winding Home Sales 08 -1.0 13
down of one maior Manitoba Hvdro oroiect and the * 2017 numbers are actual, except for real and nominal GDP

} Y proj Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

completion of another during the next two years should
weigh on capital spending. This is consistent with dimin-
ished investment intentions for the utilities sector. How-
ever, some offset will come from the construction of a new
large-scale food processing plant. Second, while housing 1,600,000
starts jumped last year, this partly reflected the efforts
of builders to beat the implementation of an impact fee
on new construction. With activity pulled forward, we 1,500,000
accordingly expect some moderation in homebuilding

CHART 1: MANITOBA MANUFACTURING SALES

Manufacturing Sales, 3-mma, Thousand $

1,550,000

during the next two years. Third, the province is set to e
experience a raft of mine closures through 2020, weigh- 1400,000
ing on output in the sector. Fourth, Manitoba Hydro con- 1,350,000
tinues to agitate for hydro rate increases, asking for a
. . . . 1,300,000
7.9% bump in 2018 with same-sized increases through Jan-14 Dec-14 Nov-15 Oct-16 Sep-17
2024. Though a hike of that magnitude has yet to be ap- Source: Statistios Canada, TD Econornics
proved by the provincial government, any potential in-
crease would boost inflation, sap purchasing power and
dampen consumer spending. CHART 2: MANITOBA HOUSING STARTS

Housing Starts, 6-mma SAAR, Thousand Units

an-13 Apr-14 Jul-15 Oct-16 Jan-18

There are some positives for the outlook as well, most
notably healthy U.S. demand and a further recovery in o
the oil-producing provinces, both of which should help i
support manufacturing. Agricultural production is a ;
wildcard, although was solid in 2017. All told, we forecast 5
growth to slow from last year's estimated 2.4% rate to 4
1.7% in 2018 and 1.4% by 2019. 3
2
1
0
J

Source: Canada Mortgage and Housing Corporation, TD Economics
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ONTARIO

Ontarios economy clocked in an impressive 2.7% rate of
growth in 2017, capping the best four-year run since the
late-nineties. Last year's strength was frontloaded, how-
ever, with growth gearing down notably in the second
half. Suffice to say that last year probably marked the
high point for the economy, with GDP growth poised to
slow to a still-decent rate of around 2% in 2018 and 2019.

It's been a wild ride for Ontarios housing markets, with
the frenzied sales pace in early 2017 giving way to a pol-
icy-driven, mid-year pull back. Activity improved in the
second half, with the looming implementation of the B20
guidelines and the prospect of higher rates motivating
buyers to pull-forward purchases late in the year. Existing
home sales plunged 23% m/m to open 2018, partly rep-
resenting payback from the earlier rush. Data from local
markets signals further softness in February, suggesting
that home sales were notably lower in the first part of
2018. Going forward, the new B20 guidelines and higher
interest rates will continue to weigh on sales and prices,
particularly in the affordability-stretched GTA market.

So far, evidence of the impact of the minimum wage hike
on labour markets has been mixed. Employers shed 35k
jobs in so far this year - concentrated in part-time posi-
tions - though some easing from earlier robust gains was
likely. Moreover, job growth increased in some sectors
most exposed to the hike and hours worked held up well.
Wage growth has accelerated sharply with notable gains
in some low-wage industries. The impact was more obvi-
ous in consumer price inflation, with restaurants marking
up the cost of their food items in response to the policy
and child care and housekeeping services inflation also
accelerating in January. Our baseline view is that sharply
higher minimum wages will cool employment growth
and boost inflation slightly over the next few years.

On the plus side of the ledger, rising wage costs and in-
creasingly scarce labour are expected to prompt busi-
nesses to up their spending on productivity-enhancing
technologies. This is especially the case for domestically-
oriented areas, as companies oriented towards export
face ongoing uncertainty around the NAFTA talks.

ONTARIO ECONOMIC FORECASTS

[ Annual average % change, unless otherwise noted ]

2017* 2018 2019
Real GDP 2.7 1.8 2.0
Nominal GDP 4.3 39 39
Employment 1.8 0.7 0.3
Unemployment Rate (%) 6.0 5.7 6.0
Consumer Price Index 1.7 2.2 2.1
Retail Sales 6.5 29 2.8
Housing Starts (000's) 80.1 79.0 77.0
Existing Home Prices 8.9 -53 2.6
Home Sales -9.6 -215 5.2

* 2017 numbers are actual, except for real and nominal GDP
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

CHART 1: ONTARIO HOME SALES
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CHART 2: ONTARIO INFLATION RATES FOR
CERTAIN COMPONENTS

CPI, Year/Year % Change

10
9
8 All ltems
7 e= e= Food Purchased from Restaurants
6 Childcare & Housekeeping Services
5
4
: P Al
2 |f - - -
1 - - d
0
2013 2014 2015 2016 2017 2018

Source: Statistics Canada, TD Economics

http://economics.td.com

¥ @TD_Economics


http://economics.td.com

QUEBEC

Quebec’s economy is firing on all cylinders, partly re-
flecting the boost to confidence from provincial fiscal im- QUEBEC ECONOMIC FORECASTS
provement. Growth topped a massive 4% (annualized) [ Annual average % change, unless otherwise noted |
in the third quarter of 2017 and looks to have remained 2017* 2018 2019
brisk in Q4, supported by healthy consumer spending. Real GDP 3.0 24 17
All in, economic growth likely came in at 3.0% last year Nominal GDP 4.5 41 3.7
— well above the 10-year average pace of 1.4%. Looking Employment 22 1.7 0.9
ahead to 2018, some softening is likely given diminished Unemployment Rate (%) 6.1 5.5 5.5
economic slack and rising capacity constraints, though Consumer Price Index 11 17 1.9
growth should remain relatively vigorous. Retail Sales 6.0 3.7 3.2
Consumers should continue spending at a healthy clip. H?u?mg tarts (O.OO ° 166 1 439

) . : . . Existing Home Prices 44 5.3 4.1
Quebec’s labour market is strong, with an impressive run
of full-time job gains keeping the unemployment rate Home Sales >/ 02 25

. * 2017 numbers are actual, except for real and nominal GDP

neara 4O_year low and sparkmg faster wage grOWth’ Ad- Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

ditionally, recent provincial tax relief delivered to house-
holds will lift disposable income.

Despite ongoing worries about U.S. trade policy, there CHART 1: QUEBEC UNEMPLOYMENT RATE

are reasons to be optimistic about the near-term export

Unemployment Rate, %

8.5
outlook. Solid U.S. growth and a recent drop in the Ca- 60
nadian dollar should be supportive for exporters. More- 75
over, the decision by the U.S. International Trade Com- 70
mission to drop the near 300% tariff against Bombardier 65
C-Series planes is a notable victory for the manufacturer. 60
President Trump's recent move to temporarily exempt 55
Canada from steel and aluminum tariffs is also positive, 5o
though some risk still exists on that front if NAFTA talks is
fail. A lockout at a large aluminum smelter does take o
some shine off the export outlook, however. 2013 2014 2015 2016 2017 2018

Source: Statistics Canada, TD Economics

After years of weak performance, non-residential invest-
ment turned a corner in 2017, largely thanks to stronger
machinery and equipment spending. Looking ahead,
the winding down of the Champlain Bridge project will

weigh on spending, though some offset will come as 4o , CDP Year/Year % Change

CHART 2: QUEBEC ECONOMIC GROWTH

work on the Réseau électrique métropolitan project be-
. g . 35
gins. Homebuilding should take a breather this year and
next after 2017's strong gain amid higher interest rates 30
and tighter mortgage regulations. Quebec's securities 25
watchdog is exploring the idea of mandating the same 20
mortgage lending guidelines for Quebec’s credit unions 15
as those imposed by OSFI in their B20 framework (credit 10
unions are mostly exempt from B20 currently). However, 05
indications are that the B20 lending guidelines have al- oo
ready been adapted by major credit unions in the prov- 2013 2014 2015 2016 2017
ince. Source: Institut de la Statistique du Québec, TD Economics
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NEW BRUNSWICK

New Brunswick's economy turned out a solid perfor-
mance in 2017, with construction, manufacturing, whole-
sale and retail sales all supporting economic growth.
While manufacturing and wholesale lost some momen-
tum heading into this year, they remain at healthy levels
nonetheless. In particular, wood product and fabricated
metal manufacturing have seen significant growth over
the last year, a trend that should continue going forward.

Over the year ahead, retails sales are expected to be
supported by a healthy tourism performance. Within
the job market, we anticipate a second straight annual
gain in employment and an uptick in wage growth, which
jumped to 2.7% over the first two months of this year. A
rising labour force, however, is projected to push up the
unemployment rate to around 8.6% in 2018

Construction will likely be a weak spot, with homebuild-
ing activity tumbling during the first two months of the
year to levels nearly 50% below the 2017 average. While
we expect new home starts to come off these lows in
the coming months, they are likely to fall well short of
last year’s unsustainable levels. As such, after last year’s
35% gain contributed handsomely to economic growth,
the 16% contraction in residential construction expected
for 2018 means that the sector will be a net negative
for growth this year. Meanwhile, existing home sales are
projected to level off just below 2017 levels, while home
price growth holds at around 3%. All told, the economy
is forecast to grow at a moderate pace of 1% in 2018 and
2019.

The New Brunswick government released its 2018 bud-
get in January. The pre-election budget revealed higher
spending, aimed largely at youth employment, seniors
and competitiveness for businesses. This increased
spending will delay the return to a balanced budget to
fiscal year 2021-22 — one year later than forecast in last
year's budget. While mildly stimulative for the economy,
net debt is also expected to rise to near 40% of GDPR
leaving New Brunswick one of the most indebted prov-
inces. This puts the province in a more vulnerable po-
sition should a downturn or any unexpected situations

pop up.

NEW BRUNSWICK ECONOMIC FORECASTS

[ Annual average % change, unless otherwise noted ]

2017* 2018 2019
Real GDP 14 1.0 1.0
Nominal GDP 39 31 33
Employment 04 0.1 0.1
Unemployment Rate (%) 8.1 8.6 8.6
Consumer Price Index 23 2.0 2.0
Retail Sales 7.1 2.7 24
Housing Starts (000's) 24 2.0 21
Existing Home Prices 29 29 33
Home Sales 6.9 -34 04

* 2017 numbers are actual, except for real and nominal GDP
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

CHART 1: NEW BRUSNWICK EMPLOYMENT

Employment, Year/Year % Change
Forecast

0.4
0.2
0.0 o B
-0.2
-0.4

-0.6

-0.8
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source:Statistics Canada, TD Economics

CHART 2: NEW BRUNSWICK HOUSING STARTS
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NOVA SCOTIA

Last year, Nova Scotia’s population grew at its second
fastest pace since the early 1990s as the province en-
joyed an influx of international and interprovincial mi-
grants. This population spurt helped fuel home sales,
consumer spending and residential construction, pro-
viding a notable lift to economic growth. With manu-
facturing activity enjoying a late-year pick up and retail
spending holding at a strong pace, indications are that
Nova Scotia’s economy had decent momentum to close
2017. All'in, real GDP looks to have advanced at a solid
1.6% rate last year — the fastest pace in nearly a decade.
This strength also manifested in the labour market as job
growth turned positive, although it was concentrated in
part-time positions.

Looking ahead, favourable federal policies towards im-
migration should help support population growth, al-
though some moderation from the sizzling pace seen in
recent years is likely. Residential construction and house-
hold spending should ease accordingly. After support-
ing growth in recent years, non-residential spending is
poised to fade, owing to the completion of two major
projects - the Nova Centre and the Maritime Link. This
view is consistent with weaker non-residential investment
intentions for 2018. Natural gas output is also likely to
remain a headwind to growth with two major offshore
facilities set to close in coming years.

On the opposite end of the spectrum, the outlook for
exporters is relatively optimistic, owing to a healthy U.S.
economy and steady growth in China — Nova Scotia’s
second largest trading partner. Moreover, the recent de-
cision of U.S. Commerce Department to exclude Nova
Scotia from punitive softwood lumber tariffs removes an
important source of uncertainty for exporters. Manufac-
turing activity will continue to be boosted by large-scale
shipbuilding activity in Halifax while an inexpensive dol-
lar helps keeps tourists flocking to Nova Scotia after an
impressive 2017. All told, we expect growth to dip to 1.2%
this year and 1.0% in 2019 — capping a three-year stretch
of solid growth for the province.

NOVA SCOTIA ECONOMIC FORECASTS
[ Annual average % change, unless otherwise noted ]
2017* 2018 2019
Real GDP 16 1.2 1.0
Nominal GDP 31 2.8 29
Employment 0.7 0.2 -0.2
Unemployment Rate (%) 8.4 8.2 8.2
Consumer Price Index 11 1.7 1.9
Retail Sales 6.3 34 29
Housing Starts (000's) 41 3.9 4.0
Existing Home Prices 33 5.5 35
Home Sales 4.8 -34 49
* 2017 numbers are actual, except for real and nominal GDP
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics
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Energy Products Exports, C$ Millions

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: Statistics Canada, TD Economics

http://economics.td.com

¥ @TD_Economics


http://economics.td.com

11

PRINCE EDWARD ISLAND

Prince Edward Island is enjoying resurgent population
growth, with a massive inflow of immigrants leading to
the fastest two-year population gains on record. This
has spurred significant housing demand, with home
prices rising at the quickest rate of any province last year.
The relatively youthful composition of new immigrants
has also made PEl younger compared to other Maritime
provinces, supporting the working age population and
giving employers a larger pool of workers to hire from.

Economic strength has extended to the labour market,
with employment up a substantial 3.1% versus a year-
ago in February and wages growing at a healthy 4.4%
pace. Solid labour market conditions should keep con-
sumers spending at a good clip (and help in retaining
recent immigrants) going forward, though a repeat of
the robust 7.4% pace observed in 2017 is unlikely. The
same is expected for homebuilding activity, which is
poised to ease this year and next after an unsustainable
70% gain in 2017. While home sales will likely remain
elevated during the forecast period, significant gains in
an environment of rising interest rates are unlikely to be
achieved. Non-residential investment should also be a
drag on growth, as a large-scale Interconnection Up-
grade Project, which had been boosting spending, was
completed last year. Such would be in-line with capital
spending intentions for 2018, which point to a substan-
tial drop in utilities investment.

Strong global demand coupled with a competitive
dollar should keep export volumes growing, while the
initiation of the Comprehensive Economic and Trade
Agreement with the European Union will also prove
supportive. The low dollar and strong global economy
should also be a boon for the province’s tourism sector,
supporting activity after a record year in 2017. All in, we
expect growth to clock in at an above-trend 2.5% pace
in 2017 and hold firm at around 2% in 2018 before slow-
ing to a more sustainable 1.3% rate in 2019.

P.EI ECONOMIC FORECASTS

[ Annual average % change, unless otherwise noted ]

2017* 2018 2019
Real GDP 25 2.0 13
Nominal GDP 44 39 3.6
Employment 29 04 0.0
Unemployment Rate (%) 9.8 10.0 9.8
Consumer Price Index 1.8 2.0 2.1
Retail Sales 7.4 3.0 31
Housing Starts (000's) 0.9 0.8 0.9
Existing Home Prices 140 8.1 2.8
Home Sales 4.2 5.8 0.0

* 2017 numbers are actual, except for real and nominal GDP
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

CHART 1: PEI NET MIGRATION
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CHART 2: PEI RETAIL TRADE
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NEWFOUNDLAND & LABRADOR

Rising oil production has been a key source of strength
for Newfoundland and Labrador’s economy, helping to
provide some offset to widespread weakness elsewhere.
But, it unlikely kept the province out of the red in 2017,
with overall economic activity estimated to have con-
tracted by 1.3%.

Going forward, however, a double digit jump in oil pro-
duction alongside the ramp up of the Hebron project
should help push the economy back into growth territo-
ry this year — even as the rest of the economy continues
to struggle to gain traction. Manufacturing is perhaps
one exception, as shipments surged 25 % last year, and it
appears as though mining could begin to make a come-
back later this year with potential for two iron ore mines
to come online.

But, the rest of the economy is unlikely to see much
improvement in the near term. The contraction in eco-
nomic activity has prompted a number of job cuts, with
overall employment falling by 3.7% last year — the largest
drop since the early 1990s. The unemployment rate has
been hovering in the 14-15% range, where is it likely to
remain for the foreseeable future — even if employment
stabilizes as expected this year. Meanwhile, wage growth
has lost some steam in recent months. This soft labour
market performance will prevent household spending
from picking up meaningfully.

Housing market activity has been especially soft, with
starts, sales and prices all trending down. As a result,
Newfoundland and Labrador is one of the few regions
in the country expected to remain in buyer’s territory
throughout the forecast horizon. Sales are forecast to
level off this year and next, while prices eke out small
gains. Homebuilding activity is projected to extend its
decline for a sixth straight year — marking the lowest level
on record back to 1990 — before edging up slightly in
2019. With ongoing declines oil and gas sector invest-
ment, and several non-residential construction projects
wrapping up, construction will likely weigh on growth
going forward.

All told, outside of the resource sector, Newfoundland
and Labrador’s economy remains quite weak, with a pro-
longed period of weakness in store.

NFLD & LABRADOR ECONOMIC FORECASTS

[ Annual average % change, unless otherwise noted ]

2017* 2018 2019
Real GDP -1.3 15 1.7
Nominal GDP 2.6 47 4.2
Employment -3.7 0.1 0.0
Unemployment Rate (%) 14.8 14.4 14.6
Consumer Price Index 24 1.8 2.1
Retail Sales 2.8 29 32
Housing Starts (000's) 13 1.2 13
Existing Home Prices -24 0.6 33
Home Sales -4.0 1.9 -4.7

* 2017 numbers are actual, except for real and nominal GDP
Source: Statistics Canada, CMHC, CREA, forecast by TD Economics

CHART 1: NEWFOUNDLAND & LABRADOR JOB
MARKET
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PROVINCIAL ECONOMIC FORECASTS

REAL GROSS DOMESTIC PRODUCT (GDP)
Annual average per cent change

NOMINAL GROSS DOMESTIC PRODUCT (GDP)
Annual average per cent change

2014 2015 2016 2017E| 2018F 2019F
CANADA 2.9 1.0 14 3.0 2.0 19
N. & L. -0.9 -1.7 19 -1.3 15 17
P.EL 0.3 13 2.3 2.5 2.0 13
N.S. 11 14 0.8 16 12 1.0
N.B. 0.1 24 12 14 1.0 1.0
Québec 18 1.0 14 3.0 24 1.7
Ontario 2.7 29 2.6 2.7 1.8 2.0
Manitoba 21 13 2.2 24 17 14
Sask. 2.1 -1.0 -0.5 18 16 1.7
Alberta 6.2 -3.7 -3.7 43 24 2.0
B.C. 3.7 3.5 35 3.3 24 19

E|F: Forecast by TD Economics as at March 2018.

Source: Statistics Canada / Haver Analytics

2014 2015 2016 2017E| 2018F 2019F
CANADA 49 0.2 2.0 53 41 4.0
N. & L. -0.5 -115 2.6 2.6 47 4.2
P.EL 17 3.9 4.0 4.4 3.9 3.6
N.S. 29 21 2.8 31 2.8 29
N.B. 1.8 2.0 3.6 3.9 3.1 3.3
Québec 3.0 24 2.7 45 41 3.7
Ontario 44 5.0 4.3 43 39 39
Manitoba 31 33 2.3 4.1 3.8 34
Sask. -04 -54 -4.0 53 3.6 4.8
Alberta 100 -120 -49 7.6 44 49
B.C. 5.7 4.0 4.8 55 4.0 3.8

E|F: Forecast by TD Economics as at March 2018.

Source: Statistics Canada / Haver Analytics

EMPLOYMENT
Annual average per cent change

UNEMPLOYMENT RATE
Annual, per cent

2014 2015 2016 2017 | 2018F 2019F
CANADA 0.6 0.9 0.7 19 1.0 0.6
N. &L -1.9 -1.0 -14 -3.7 0.1 0.0
P.EIL -0.5 -0.9 -2.2 2.9 04 0.0
N.S. -11 0.1 -0.4 0.7 0.2 -0.2
N.B. -0.2 -0.5 -0.1 04 0.1 0.1
Québec -0.1 1.0 0.9 2.2 17 0.9
Ontario 0.8 0.7 11 1.8 0.7 0.3
Manitoba 0.1 15 -0.5 1.6 0.5 0.2
Sask. 1.0 0.6 -0.9 -0.1 0.1 0.5
Alberta 2.2 12 -1.6 1.0 16 1.0
B.C. 0.6 13 3.1 3.7 0.9 0.5

E|F: Forecast by TD Economics as at March 2018.

Source: Statistics Canada / Haver Analytics

2014 2015 2016 2017 | 2018F 2019F
CANADA 6.9 6.9 7.0 6.3 59 6.0
N. & L. 119 12.8 134 14.8 144 14.6
P.EIL 10.6 104 10.7 9.8 10.0 9.8
N.S. 9.0 8.6 8.3 8.4 8.2 8.2
N.B. 9.9 9.8 9.5 8.1 8.6 8.6
Québec 7.7 7.6 7.1 6.1 5.5 5.5
Ontario 7.3 6.8 6.5 6.0 5.7 6.0
Manitoba 54 5.6 6.1 54 5.5 54
Sask. 3.8 5.0 6.3 6.3 5.7 5.6
Alberta 4.7 6.0 8.1 7.8 6.8 6.7
B.C. 6.1 6.2 6.0 51 4.8 49

E|F: Forecast by TD Economics as at March 2018.

Source: Statistics Canada / Haver Analytics

CONSUMER PRICE INDEX (CPI)
Annual average per cent change

RETAIL TRADE
Annual average per cent change

2014 2015 2016 2017 | 2018F 2019F
CANADA 19 11 14 16 2.2 2.1
N. &L 19 04 2.7 24 18 2.1
P.EL 16 -0.6 12 18 2.0 21
N.S. 17 04 12 11 17 19
N.B. 15 0.5 2.2 2.3 2.0 2.0
Québec 14 11 0.7 11 1.7 19
Ontario 23 1.2 1.8 1.7 22 21
Manitoba 18 12 13 16 2.3 2.1
Sask. 24 16 11 1.7 24 2.0
Alberta 2.6 12 11 15 2.0 21
B.C. 1.0 11 19 2.1 2.1 2.0

E|F: Forecast by TD Economics as at March 2018.

Source: Statistics Canada / Haver Analytics

2014 2015 2016 2017 | 2018F 2019F
CANADA 51 2.6 51 6.7 3.3 3.2
N. & L. 3.6 0.6 0.2 2.8 2.9 3.2
P.EL 3.6 2.8 7.7 7.4 3.0 31
N.S. 27 0.2 4.6 6.3 34 29
N.B. 3.6 2.1 18 7.1 2.7 24
Québec 24 1.8 6.2 6.0 3.7 3.2
Ontario 5.8 5.5 7.1 6.5 29 2.8
Manitoba 4.4 1.6 4.2 3.6 3.0 3.0
Sask. 5.0 -2.9 2.2 4.0 3.2 4.0
Alberta 7.9 -4.0 -1.2 7.5 4.5 4.0
B.C. 6.3 6.9 7.4 9.6 5.0 3.5

E|F: Forecast by TD Economics as at March 2018.

Source: Statistics Canada / Haver Analytics
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PROVINCIAL ECONOMIC FORECASTS

HOUSING STARTS
Thousands of units

Per cent change

HOUSING STARTS

2014 2015 2016 2017 | 2018F 2019F
CANADA 0.6 2.4 2.2 11.3 -7.5 -2.4
N. &L -21.3 -181 -159 -100 | -115 6.0
P.EL -18.5 3.7 0.0 80.0 | -13.0 5.6
N.S. -217 262 -4.2 8.5 -3.6 34
N.B. -178  -161  -50 225 | -131 55
Québec 3.9 -6.2 53 193 -21 -2.6
Ontario -3.8 17.8 8.5 7.0 -14 -25
Manitoba -176  -102 45 435 | -226 -22
Sask. -01  -376 -60 24 -14.2 7.5
Alberta 125 -7.5 -345 194 -74 7.2
B.C. 44 114 33.7 34 -21.2  -12.6
F: Forecast by TD Economics as at March 2018.
Source: CMHC / Haver Analytics
EXISTING HOME SALES
Per cent change
2014 2015 2016 2017 | 2018F 2019F
CANADA 6.2 54 5.9 -45 | -12.9 2.3
N. &L -34 22 -3.9 -4.0 19 -4.7
P.EL -0.5 19.1 222 4.2 5.8 0.0
N.S. -0.6 34 77 4.8 -34 49
N.B. -0.1 6.5 111 6.9 -34 0.4
Québec -0.8 5.0 54 5.7 -0.2 2.5
Ontario 4.0 9.7 85 -96 | -215 5.2
Manitoba 04 17 3.8 -08 | -1.0 13
Sask. 27 -10.8  -5.6 -2.5 41 59
Alberta 114 -210 -76 43 -0.7 34
B.C. 152 219 9.5 -75 | -169  -45

F: Forecast by TD Economics as at March 2018.

Source: Canadian Real Estate Association

AVERAGE EXISTING HOME PRICE

Per cent change

2014 2015 2016 2017 | 2018F 2019F
CANADA 189.1 1936 1979 2203 | 203.6 1987
N. &L 2.3 18 1.6 14 12 13
P.EL 0.5 0.5 0.5 1.0 0.8 0.9
N.S. 31 39 37 40 39 4.0
N.B. 2.3 1.9 18 2.3 2.0 21
Québec 391 36.7 386 461 451 439
Ontario 58.6 69.0 74.8 80.1 79.0 77.0
Manitoba 6.2 5.6 53 7.6 5.9 5.8
Sask. 83 52 48 50 | 43 46
Alberta 406 375 246 293 | 272 2901
B.C. 283 315 421 435 | 343 300
F: Forecast by TD Economics as at March 2018.
Source: CMHC / Haver Analytics
EXISTING HOME SALES
Thousands of units
2014 2015 2016 2017 | 2018F 2019F
CANADA 4846 510.7 540.8 516.3 | 449.7 460.1
N. &L 4.2 4.2 41 39 4.0 38
P.EL 14 1.7 21 21 23 23
N.S. 9.1 9.4 10.1 10.6 10.2 10.7
N.B. 6.3 6.7 74 7.9 7.7 7.7
Québec 70.6 74.1 78.1 82.6 824 84.5
Ontario 206.1 2262 2454 2220 | 1743 1834
Manitoba 138 140 145 144 | 143 145
Sask. 135 12.0 11.3 111 115 12.2
Alberta 751 593 54.8 57.2 56.8 58.7
B.C. 841 1025 1122 1038 | 863 824
F: Forecast by TD Economics as at March 2018.
Source: Canadian Real Estate Association
AVERAGE EXISTING HOME PRICE
Thousands of C$
2014 2015 2016 2017 | 2018F 2019F
CANADA 4075 4410 487.1 506.0 | 481.0 4904
N. &L 2854 2770 2578 251.7 | 2533 2615
P.EL 165.8 164.0 1789 204.0 | 220.5 226.6
N.S. 2144 2187 2217 2290 (2417 2501
N.B. 1610 1592 1610 1657 | 1705 1761
Québec 2681 2719 2805 2929 | 3083 3209
Ontario 428.8 460.7 5311 5783 |5476 5617
Manitoba 2647 2682 2763 2857 (2933 3052
Sask. 3031 3012 299.0 2926 |289.2 2973
Alberta 401.6 3937 3950 3959 | 3951 400.0
B.C. 570.5 6372 6813 7046 | 697.8 709.7

F: Forecast by TD Economics as at March 2018.

Source: Canadian Real Estate Association

2014 2015 2016 2017 | 2018F 2019F
CANADA 6.8 8.2 104 3.9 -4.9 2.0
N. &L 0.6 -2.9 -6.9 -24 0.6 33
P.EL 6.9 -11 9.1 14.0 8.1 2.8
N.S. -0.2 2.0 14 33 5.5 35
N.B. -0.2 -11 11 29 29 33
Québec 0.2 14 31 44 5.3 41
Ontario 6.8 74 153 8.9 -5.3 2.6
Manitoba 15 13 3.0 34 2.7 4.1
Sask. 54 -0.6 -0.7 -2.1 -1.2 2.8
Alberta 5.6 -2.0 03 0.2 -0.2 13
B.C. 6.1 11.7 6.9 34 -1.0 17

F: Forecast by TD Economics as at March 2018.

Source: Canadian Real Estate Association
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Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other
purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended
to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal,
investment or tax advice. The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics
are not spokespersons for TD Bank Group with respect to its business and affairs. The information contained in this report has been drawn from sources believed
to be reliable, but is not guaranteed to be accurate or complete. This report contains economic analysis and views, including about future economic and financial
markets performance. These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be
materially different. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in
the information, analysis or views contained in this report, or for any loss or damage suffered.
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